Trust in Public Institutions
over the Business Cycle * 1 This paper explores the link between two coincident events: The Great Recession, and the current high levels of mistrust the American people have for public institutions. We begin by documenting the recent sharp decline in the confidence the American public has in their government, financial and business sectors, and to a lesser extent, their media and their courts. We are motivated by our own casual empiricism which suggests that widespread mistrust has been an important constraint on policymakers attempting to pass expansionary macroeconomic policies in the wake of the Great Recession. We then assess whether this decline in trust is a standard cyclical response, whether it reflects other factors, or whether it is due to the specific character of the current downturn. There has been little research documenting whether trust varies with the business cycle, and indeed, Robert Z. Lawrence (1997, p.132) notes that "our understanding of the links between economic performance and trust leaves much to be desired." Our contribution therefore lies in our demonstration of how trust moves with the business cycle, using both data on the United States and cross-country comparisons.
I. National trends
We begin by analyzing data from a series of approximately annual Gallup surveys of Trust in
Institutions. These surveys began in 1973 and typically ask around one or two thousand people each year:
"Now I am going to read you a list of institutions in American society. Please tell me how much confidence you, yourself, have in each one." We focus on questions probing trust in Congress, the banks, big business, the U.S. Supreme Court and newspapers. Figure 1 shows the evolution through time of the proportion of the public who answer either that they either have "quite a lot" or "a great deal" of confidence in each institution. (Other allowable responses include "some" and "very little," and "none" is also occasionally volunteered.) This figure shows a long-run decline in trust in government, which has also been documented in data from the National Election Studies by Arthur H. Miller (1974) , John R. Alford (2001) and Pew Research Center (2010) . In recent years trust in Congress has declined again sharply, and it is currently at an historic low. Banks, however, were about as trusted in the early 2000s as in the 1980s, but the public's trust in banks has declined sharply in recent years, particularly during the global financial crisis. These data also point to longer-run declines in trust of the Supreme Court, big business, and newspapers, and in each case, this decline hastened over recent years.
Figure 1: Confidence in Institutions in the United States
In order to test the aggregate time series relationship between public confidence in these institutions and the business cycle, we ran regressions of each measure of trust in institutions on a constant, a time trend, and the unemployment rate (and calculate Newey-West standard errors allowing for third-order autocorrelation). These regressions show that the public's confidence in each of these institutions is pro-cyclical.
The strongest effect is for banks, where the coefficient on unemployment is both statistically significant, and large enough to suggest that much of the recent decline in the confidence in banks seen in Figure 1 was in fact due to the recession. Specifically, the Gallup Trust in Institutions data show that the proportion expressing a great deal of confidence in banks fell from 42 percent in 2007 to 23 percent in 2010. Over this period the unemployment rate rose by five percentage points, and thus the coefficient on unemployment reported in Panel A predicts a decline of 13.5 percentage points in the proportion expressing a great deal of confidence in banks.. Thus about two-thirds of the recent decline in trust is explained by the cyclical downturn. Similarly, the regression estimates in Panel C suggest that about half of the decline in the proportion who rate the honesty of bankers as above average can be explained by the corresponding rise in unemployment. While the coefficient in Panel B suggests a similar decline in the public's confidence in banks and financial institutions, the data are currently only available through 2008, so we don't know the actual change over the recession.
The pro-cyclical nature of trust in congress and members of congress is also statistically significant in all three datasets. The coefficients from Panel A predict that trust in Congress fell by about 4.5 percentage points as a result of the recent rise in unemployment, which is slightly larger than the actual decline experienced. The coefficient estimates in Panels B and C suggest similar declines. Trust in "major companies" and "business executives" are both significantly pro-cyclical and similar in magnitude to estimates for Congress, even as trust in "big business" estimated in Panel A yields a somewhat smaller and insignificant coefficient.
The three datasets yield more mixed messages about trust in "newspapers," "the press" and "journalists." Panel A suggests a statistically significant decline in trust of newspapers when unemployment increases, but Panel B finds a smaller, statistically insignificant result and Panel C shows that the public's perception of the honesty of journalists actually falls. Finally, the two datasets probing trust in the Supreme Court each suggest that it is somewhat pro-cyclical, however both estimates are sufficiently imprecisely estimated as to be statistically insignificant.
While our estimates of cyclicality remain roughly similar if we omit data from the most recent few years, the most striking of our findings-about the cyclicality of trust in banks and bankers-rest heavily on the last few observations. More generally, with only thirty or fewer observations for each measure these findings are only suggestive. Thus we now turn to international comparisons to get a stronger sense of the effects of a deep recession on trust in institutions.
II. International comparisons
The Gallup World Poll is the only cross-national dataset assessing trust in public institutions that is published in a timely enough fashion that we have sufficiently recent data to assess the implications of These data point to a tight link between macroeconomic conditions and trust: In those countries in which unemployment rose most sharply, trust in both financial institutions and trust in national governments declined most dramatically. There is a less stark, albeit statistically significant relationship for trust in the judicial system, and no clear relationship between confidence in the media and unemployment. We investigate these results more systematically in Table 2 , where we analyze the microdata directly. Panel A shows the average proportion of our sample who express confidence in each institution.
In Panel B we report results of probit regressions of each trust variable on the corresponding unemployment rate in that country in that year (and clustering standard errors by country). This regression includes both country and year fixed effects, and also a saturated set of dummy variables for the respondent's sex, age, marital status, urban or rural status, and education 3 We report the average marginal effects, and the coefficients are scaled so that they can be read as the change in the probability of expressing confidence in an institution, due to a one percentage point rise in the unemployment rate. These results broadly confirm the patterns seen in Figure 2 and are consistent with what we saw in the US time series: confidence in financial institutions is very strongly cyclical, as is confidence in the national government. Unlike the US time series data, we see more robust evidence of cyclicality in confidence in the judicial system. Confidence in the media does not much move with the unemployment rate across countries. We have also run these regressions on data aggregated to the country-year level, and obtain very similar results.
Another robustness check was to consider whether these findings are being driven by developed or developing countries. One might be concerned that data from developing countries is not particularly informative for developed countries. Thus, in Panel C we estimate these effects separately for OECD member nations. Perhaps surprisingly, these results suggest that the link between confidence and unemployment is strongest in developed countries, and trust in the judicial system is particularly cyclical in these developed economies.
III. State-Specific Business Cycles in the United States
Finally, we return to our US data to assess whether the cyclicality in trust we observe in the national time series holds for state-specific business cycles. In each case, we run a probit regression explaining whether or not the respondent trusts that institution as a function of the state-wide unemployment rate in that year, and report the coefficient in Table 3 . We control for both year fixed effects-which partial out the aggregate business cycle which identified the regressions in Table 1 -and also state fixed effects, which controls for persistent cross-state differences. Thus our regressions explore the relationship between trust and deviations of the state unemployment rate from the national average.
We also control for a saturated set of dummy variables for age, sex, race and education (with further dummy variables for missing values of each). (2003)), we see that in all three panels trust and confidence is pro-cyclical. However, in most cases the point estimates are substantially smaller than those estimated in the national time series or in the international data. The most consistent finding across the three panels is that relatively high state unemployment rates yield substantial and statistically significant declines in trust in "big business," "major companies" and a similar (albeit insignificant) decline in the perceived honesty of "business executives." While the largest effect is the pro-cyclicality of trust in "banks and financial institutions" in Panel B, surprisingly confidence in "banks" in Panel A is acyclical. This latter finding stands in contrast to estimates generated from our other approaches, and while we have probed this finding further, it does not seem to be driven by anything particularly unusual. The data describing perceived honesty in Panel C are consistent with our earlier findings for all occupations except journalism, as business executives, congressmen, and bankers each rank among the occupations with the most pro-cyclical levels of perceived honesty. Contrary to earlier findings, journalists are more likely to be perceived to be honest during periods of high unemployment.
IV. Discussion
We have documented that trust in public institutions has declined in the United States over time and that this decline has accelerated over recent years, particularly following the recent financial crisis.
The recent decline in the public's confidence in the financial sector is particularly large. Simple time series regressions-which we interpret as no more than suggestive-indicate that much of this decline may be attributable to the recent recession. More convincingly, cross-country comparisons confirmed that those countries which experienced the largest rise in unemployment also saw public confidence in both their national governments and the finance sector decline particularly dramatically. Taken together, these two sources of data suggest that much of the recent decline in confidence-particularly in the financial sector-may simply be a standard response to a cyclical downturn. Equally, our most compelling evidence comes from the international data, and given their limited history, those data may simply be telling us about this recession rather than recessions in general. It remains a useful topic for further research to see the cyclicality of trust in a panel of countries with a longer history.
Our analysis of several repeated cross-sections of confidence within U.S. states over the past few decades yielded a similar qualitative pattern-relatively lower trust in finance, big business and sometimes governments during periods in which a state has relatively higher unemployment. However, these patterns were not quantitatively as large, and were rarely statistically significant. We do not have a complete reconciliation of these findings, but should note that it seems plausible that state-specific shocks do less to undermine the confidence that the public has in what are essentially national institutions.
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